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INDEPENDENT AUDITOR'S REPORT

Board of Commissioners
Meade County Water District
Brandenburg, Kentucky

Report on the Financial Statements

We have audited the accompanying financial statements of Meade County Water District as of and for the
year ended December 31, 2016, and the related notes to the financial statements, as listed in the table of
contents.

Management’'s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditor's Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free from
material misstatement,

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor's judgment, inciuding the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity's
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the entity’s internal control. Accordingly, we express no such opinion. An audit also includes evaluating
the appropriateness of accounting policies used and the reasonableness of significant accounting
estimates made by management, as well as evaluating the overall presentation of the financial
statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

Opinion

In our opinion, the financial statements referred to above present fairly, in ali material respects, the
respective financial position of Meade County Water District, as of December 31, 2016, and the
respective changes in financial position and cash flows, thereof for the years then ended in conformity
with accounting principles generally accepted in the United States of America.
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Emphasis of a Matter
Adoption of Accounting Standards

As discussed in Note 1 to the financial statements, during the year ended December 31, 2016, the
District adopted Governmental Accounting Standards Board Statement 72, Fair Value Measurement and
Application, Statement 76, The Hierarchy of Generally Accepted Accounting Principles for State and
Local Governments, Statement 77, Tax Abatement Disclosures, Statement 78, Pensions Provided
Through Certain Multiple-Employer Defined Benefit Pension Plans and Statement 79, Certain External
investment Pools and Pool Participants. As discussed in Note 1 to the financial statements, during the
year ended December 31, 2016, in accordance with GASB Statement No. 62, Paragraphs 476-500,
Regulated Operations, which requires that the effects of the rate-making process be recorded in the
financial statements, the District elected to record a regulatory asset for the net pension liability, deferred
outflows of resources and deferred inflows of resources related to pensions. Accordingly, the District
recognizes the actuarially determined contribution as the current year pension expense. Qur opinion is
not modified with respect to these madtters.

Restatement for Prior Material Misstatement

As discussed in Note 1 to the financial statements, during the year December 31, 2016, the District's
previously issued financial statements have been restated for the correction of a material misstatement.

Other Matters

Required Supplementary Information

Management has omitted Management's Discussion and Analysis that accounting principles generally
accepted in the United States of America requires to be presented to supplement the basic financial
statements. Such missing information, although not part of the basic financial statements, is required by
the Governmental Accounting Standards Board, who considers it to be an essential part of financial
reporting for the placing the basic financial statements in appropriate operational, economic, or historical
context. Our opinion on the basic financial statements is not affected by this missing information,

Accounting principles generally accepted in the United States of America require that the schedule of
proportionate share of the net pension liability on page 22 and schedule of contributions on page 23 be
presented to supplement the basic financial statements. Such information, although not a part of the basic
financial statements, is required by the Governmental Accounting Standards Board, who considers it to
be an essential part of financial reporting for placing the basic financial statements in an appropriate
operational, economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the United States
of America, which consisted of inquiries of management about the methods of preparing the information
and comparing the information for consistency with management’s responses to our inquiries, the basic
financial statements, and other knowiedge we obtained during our audit of the basic financial statements.
We do not express an opinion or provide any assurance on the information because the limited
procedures do not provide us with sufficient evidence to express an opinion or provide any assurance.

Other Information
Qur audit was conducted for the purpose of forming an opinion on the financial statements that

collectively comprise the Meade County Water District's basic financial statements. Schedules | and Il are
presented for purposes of additional analysis and are not a required part of the basic financial statements.



Schedules | and |l are the responsibility of management and were derived from and relate directly to the
underlying accounting and other records used to prepare the basic financial statements. Such information
has been subjected to the auditing procedures applied in the audit of the basic financial statements and
certain additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the basic financial statements or to the basic
financial statements themselves, and other additional procedures in accordance with auditing standards
generally accepted in the United States of America. In our opinion, Schedules | and |l are fairly stated, in
all material respects, in relation to the basic financial statements as a whole.

Schedule lll has not been subjected to the auditing procedures applied in the audit of the basic financial
statements, and accordingly, we do not express an apinion or provide any assurance on it.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated July 31, 2017
on our consideration of Meade County Water District's internal control over financial reporting and our
tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements and
other matters. The purpose of that report is to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing, and not to provide an opinion on the
internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering Meade County Water
District's internal control over financial reporting and compliance.

3l (ati. + (oioel
Certified Public Accountants
Elizabethtown, Kentucky
July 31, 2017



MEADE COUNTY WATER DISTRICT

STATEMENT OF NET POSITION
DECEMBER 31, 2016

ASSETS

CURRENT ASSETS:
Cash and cash equivalents
Accounts receivable, net
Unbilled receivables
Prepaid insurance
Materials and supplies

TOTAL CURRENT ASSETS

NONCURRENT ASSETS:
Restricted cash and cash equivalents
Regulatory asset
Non-depreciable capital assets
Depreciable capital assets, net of accumulated depreciation

TOTAL NONCURRENT ASSETS

TOTAL ASSETS
DEFERRED OUTFLOWS OF RESOURCES

LIABILITIES

CURRENT LIABILITIES:
Accounts payable
Payroll and other taxes payable
Accrued vacation
Accrued interest
Other accrued liabilities
Customer deposits
Notes and bonds payable

TOTAL CURRENT LIABILITIES

NONCURRENT LIABILITIES:
Net pension liability- CERS
Notes and bonds payable

TOTAL NONCURRENT LIABILITIES

TOTAL LIABILITIES

NET POSITION

Net investment in capital assets
Restricted net position
Unrestricted

TOTAL NET POSITION

The accompanying notes are an integral part of these financial slatements.

2016

380,686
106,351
100,331
13,356
67,509

668,233

274,766
748,364
75,043
12,954,933

14,053,106

14,721,339

150,713

18,718
9,367
37,878
49,638
1,591
34,469
136,940

288,601

899,077
3,253,036

4,152,113

4,440,714

9,640,000
274,766
516,572

3

10,431,338



MEADE COUNTY WATER DISTRICT

STATEMENT OF REVENUES, EXPENSES AND CHANGES IN FUND NET POSITION

YEAR ENDED DECEMBER 31, 2016

OPERATING REVENUES:
Water sales

TOTAL OPERATING REVENUES

OPERATING EXPENSES:
Water purchased
Power purchased
Meter labor and expense
Bad debt
Repairs and maintenance
General and administrative expenses
Depreciation

TOTAL OPERATING EXPENSES
OPERATING INCOME
NON-OPERATING REVENUES (EXPENSES):
Interest income
Other income
Interest expense on long-term debt
TOTAL NON-OPERATING REVENUES (EXPENSES)
CAPITAL CONTRIBUTIONS
CHANGE IN NET POSITION
NET POSITION, beginning of year, as restated

NET POSITION, end of year

The accompanying notes are integral part of these financial statements.

2016

2,068,035

2,068,035

664,309
32,400
414,299
1,250
37,340
485,070
519,833

2,154,501

(86,466)

1,286
15,121
(123,004)

(108,597)

70,707

(122,356)

10,553,694

10,431,338



MEADE COUNTY WATER DISTRICT

STATEMENT OF CASH FLOWS

YEAR ENDED DECEMBER 31, 2016

CASH FLOWS FROM OPERATING ACTIVITIES:
Receipts from customers
Payments to suppliers
Payments to employees

NET CASH PROVIDED BY OPERATING ACTIVITIES

CASH FLLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES:
Principal payments on debt
Acquisition and construction of capital assets
Other income
Capital contributions
Interest on long-term debt

NET CASH USED BY CAPITAL AND RELATED
FINANCING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES:
Interest income

NET CASH PROVIDED BY INVESTING ACTIVITIES
NET INCREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, beginning of year

CASH AND CASH EQUIVALENTS, end of year

RECONCILIATION OF OPERATING INCOME TO NET CASH PROVIDED
BY OPERATING ACTIVITIES:
Operating loss
Adjustments to reconcile net operating income to net
cash provided by operating activities:
Depreciation
Increase in accounts receivable
Decrease in unbilled receivables
Decrease in materials and supplies
Increase in customer deposits
Decrease in accrued interest
Decrease in other accrued liabilities
Decrease in accrued vacation

NET CASH PROVIDED BY OPERATING ACTIVITIES

The accompanying notes are an integral part of these financial statements.

2016

2,089,678
(1,061,400)
(599,898)

428,380

(161,813)

(178,389)
15,121
70,707

(120,164)

(374,538)

1,286

1,286

55,128

600,324

655,452

(86,466)

519,833
(17,131)
14,401

8,405

8,789
(1,420)
(4,185)
(13,846)

428,380
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MEADE COUNTY WATER DISTRICT

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2016

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Brief history - The Meade County Water District was organized pursuant to the provisions of Kentucky
Revised Statutes KRS 74.010 and KRS 44.020 in order to provide a water supply for the residents of
Meade County, Kentucky.

The District’s financial statements are prepared in accordance with accounting principles generally
accepted in the United States of America (GAAP). The Governmental Accounting Standards Board
(GASB) Is responsible for establishing GAAP for state and local governments through its
pronouncements set forth by the National Association of Regulatory Utility Commissioners and the
guidance provided by the American Water Works Association in Water Utility Accounting and is regulated
by the Kentucky Public Service Commission. The more significant accounting policies established in
GAAP and used by the District are discussed below.

A REPORTING ENTITY

These financial statements present the District's financial activities. As defined by GASB No. 14, The
Financial Reporting Entity, as amended by GASB No. 39, Determining Whether Certain Organizations
Are Component Units the criteria for inclusion in the reporting entity involve those cases where the District
or its officials appoint a voting majerity of an organization's governing body, and is either able to impose
its will on the organization or there is a potential for the organization to provide specific financial benefits
to or to impose specific financial burdens on the District or the nature and significance of the relationship
between the District and the organization is such that exclusion would cause the District's financial
statements to be incomplete. Applying this definition, the District does not include any component units in
its reporting entity.

B. BASIC FINANCIAL STATEMENTS

All activities of the District are accounted for within a single proprietary (enterprise) fund. The focus of
proprietary fund measurement is upon determination of operating income, changes in net position,
financial position, and cash flows. The GAAP applicable are those similar to businesses in the private
sector. Enterprise funds are required to be used to account for operations for which a fee is charged to
external users for goods or services and the activity is financed with debt that is solely secured by a
pledge of the net revenues.

C. BASIS OF ACCOUNTING

Basis of accounting refers to the point at which revenues or expenses are recognized in the accounts and
reported in the financial statements. It relates to the timing of the measurements made regardless of the
measurement focus applied. The proprietary fund financial statements are presented on the accrual basis
of accounting. Nonexchange revenues, including intergovernmental revenues and grants, are reported
when all eligibility requirements have been met. Fees and charges and other exchange revenues are
recognized when earned and expenses are recognized when incurred.

(Continued next page)



MEADE COUNTY WATER DISTRICT

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2016

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

D.

FINANCIAL STATEMENT AMOUNTS

Accounts Receivable - The allowance method is used to record uncollectible accounts. At
December 31, 2016, accounts receivable was stated net of an allowance for uncollectible
accounts of $24,373. Bad debt expense for each of the years ended December 31, 2016 was
$1,250. The District does not believe there is any credit risk associated with these
receivables due to the large customer base and small individual account balances.

Materials and Supplies — Materials and supplies are composed of items used for the
construction of capital projects.

Restricted Assets — Restricted assets consist of demand deposit savings accounts and
certificates of deposit plus accrued interest.

Capital assets — Capital assets in service and construction in progress are recorded at cost, if
purchased or constructed. Assets acquired through contributions from developers or other
customers are capitalized at their estimated fair market value, if available, or at engineers’
estimated fair market value or cost to construct at the date of the contribution. Maintenance
and repairs, which do not significantly extend the value or life of property, plant and
equipment, are expensed as incurred. The District does not have a capitalization policy.

Assets are depreciated on the straight-line method. Depreciation is calculated using the
following estimated useful lives:

Years
Source of supply equipment 15-50
Water treatment plant 10-40
Transmission and distribution systems 10-75
Equipment 3-20
Structures and improvements, including buildings 10-50
Office furniture, equipment and vehicles 3-20
Meters and installation 10-40

Amortization — Bond discounts and premiums are being amortized using the straight-line
method over the life of each respective bond issue.

Cash Equivalents — For purposes of the statements of cash flows, the District considers all
highly liquid debt instruments (including restricted assets) purchased with a maturity of three
months or less to be cash equivalents.

Compensation for Future Absences - Accumulated vacation to be paid to employees is
recorded as an expense as the benefit is used and a liability as the benefit is earned.

Claims and Judgments - These events and obligations are recorded on the accrual basis,
when the event occurs and the obligation arises.

Revenues and Rate Structure - Revenues from water services are recognized on the accrual
basis and as earned. Services are supplied to customers under a rate structure designed to
produce revenues sufficient to provide for operating and maintenance costs, capital outlay,
debt service, reserves and debt service coverage.

{Continued next page)



MEADE COUNTY WATER DISTRICT

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2016

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

10.

11.

12,

13.

14.

15.

16.

Capital Contributions — Contributions are recognized in the Statements of Revenues,
Expenses and Changes in Fund Net Position when earned. Contributions include capacity
fees, capital grants, and other supplemental support by other utilities and industrial customers
and federal, state and local grants in support of system improvements.

Long-term obligations are reported at face value, net of applicable premiums and discounts.

Defining Operating Revenues and Expenses — The District distinguishes between operating
and non-operating revenues and expenses. Operating revenues and expenses consist of
charges for services and the costs of providing those services, including depreciation and
excluding interest cost. All other revenues and expenses are reported as non-operating.

Use of Restricted Resources — When an expense is incurred that can be paid using either
restricted or unrestricted resources {net position), the District's policy is first apply the
expense toward restricted resources and then toward unrestricted resources.

Net Position — Net position is divided into three components:

a. Net investment in capital assets — consists of the historical cost of capital assets less
accumulated depreciated and less any debt that remains outstanding that was used o
finance those assets.

b. Restricted net position — consists of assets that are restricted by the District’s creditors
{for example, through debt covenants), by grantors (federal, state and local) and by other
contributors.

¢. Unrestricted — all other net position is reported in this category.

Use of Estimates — The preparation of financial assets in conformity with accounting
principles generally accepted in the United States of America requires management to make
estimates and assumptions that affect reported amounts of assets, liabilities, designated net
posilion, and disclosure of contingent assets and liabilities at the date of the financial
statements, and the reported amounts of revenues and expenditures during the reporting
period. Actual results could differ from those estimates.

Restatement — Change in Accounting Principle — During the year ended December 31, 2016,
the District adopted the provisions of GASB Statement No. 62, Paragraphs 476-500,
Regulated Operations with respect to its participation in the County Employees Retirement
System. The District presents comparative financial statements so the restatement was made
through the December 31, 2016 amounts. The effect of the restatement was to record a
regulatory asset of $748,364, a change to beginning net position of $142,809,

Correction of an Error- During the year ended the District recorded accrued interest which
was not recorded on the 2015 financial statements. The effect of the restatement was at
December 31, 2016 was accrued interest of $49,638, interest expense of $1,420 and a
change to beginning net position of $48,217.

(Continued next page)



MEADE COUNTY WATER DISTRICT

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2016

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

17.

Pensions - For purposes of measuring the net pension liability, deferred outflows/inflows of
resources, and pension expense, information about the fiduciary net position of the County
Employees Retirement System (CERS) and additions to/deductions from CERS's fiduciary
net position have been determined on the same basis as they are reported by CERS except
that CERS's fiscal year end is June 30. For this purpose, plan contributions are recognized
as of employer payroll paid dates and benefit payments and refunds are recognized when
due and payable in accordance with the benefit terms. Investments are reported at fair value.

The District's rates are regulated by the Kentucky Public Service Commission. In accordance
with GASB Statement No. 62, Paragraphs 476-500, Regulated Operations, which requires
that the effects of the rate-making process be recorded in the financial statements, the
District has elected to record a regulatory asset for the net pension liability, deferred outflows
of resources and deferred inflows of resources related to pensions. Accordingly, the District
recognizes the actuarially determined contribution as the current year pension expense.

18. Impact of Recently Issued Accounting Principles

Recently issued and Adopted Accounting Principles

In February 2015, the GASB issued Statement 72, Fair Value Measurement and Application.
GASB 69 establishes accounting and financial reporting standards related to fair value
measurements. This statement is effective for periods beginning after June 15, 2015. This
statement was adopted during the year ended December 31, 2016 and did not have an
impact on the District's financial statements.

In June 2015, the GASB issued Statement 76, The Hierarchy of Generally Accepted
Accounting Principles for State and Local Governments. This statement is effective for
periods beginning after June 15, 2015. This statement was adopted during the year ended
December 31, 2016 and did not have an impact on the District's financial statements.

In August 2015, the GASB issued Statement 77, Tax Abatement Disclosures. This statement
is effective for periods beginning after December 15, 2015. This statement was adopted
during the year ended December 31, 2016 and did not have an impact on the District's
financial statements.

In December 2015, the GASB issued Statement 78, Pensions Provided through Certain
Muiltiple-Employer Defined Benefit Pension Plans. This statement is effective for periods
beginning after December 15, 2015. This statement was adopted during the year ended
December 31, 2016 and did not have an impact on the District's financial statemenits.

In December 2015, the GASB issued Statement 79, Certain External Investment Pools and
Pool Participants. This statement is effective for periods beginning after June 15, 2015. This
statement was adopted during the year ended December 31, 2016 and did not have an
impact on the District's financial statements.

(Continued next page)
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MEADE COUNTY WATER DISTRICT

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2016

NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Recently Issued Accounting Pronouncements

In June 2015, the GASB issued Statement 73, Accounting and Financial Reporting for
Pensions and Related Assets That Are Not within the Scope of GASB Statement 68, and
Amendments to Certain Provisions of GASB Statements 67 and 68. This statement is
effective for periods beginning after June 15, 2016. Management is currently evaluating the
impact of the adoption of this statement on the District’s financial statements.

In June 2015, the GASB issued Statement 75, Accounting and Financial Reporting for
Postemployment Benefits Other Than Pensions. This statement is effective for periods
beginning after June 15, 2017. Management is currently evaluating the impact of the adoption
of this statement on the District's financial statements.

In January 2016, the GASB issued Statement 80, Blending Requiremenis for Certain
Component Units — An Amendment of GASB Statement 14. This statement is effective for
periods beginning after June 15, 2016. Management is currently evaluating the impact of the
adoption of this statement on the District’s financial statements.

In March 2016, the GASB issued Statement 81, Irrevocable Split-Interest Agreements. This
statement is effective for periods beginning after December 15, 2016. Management is
currently evaluating the impact of the adoption of this statement on the District's financial
statements.

In March 2016, the GASB issued Statement 82, Pension Issues — An Amendment of GASB
Statements No. 67, No. 68 and No. 72. This statement is effective for periods beginning after
June 15, 2016 except for the requirements of the Statement for the selection of assumptions
in a circumstance in which an employer's pension liability is measured as of a date other than
the employer's most recent fiscal year-end. In that circumstance, the requirements for the
selection of assumptions are effective for that employer in the first reporting period in which
the measurement date of the pension liability is on or after June 15, 2017. Management is
currently evaluating the impact of the adoption of this statement on the District's financial
statements.

In November 2016, the GASB issued Statement 83, Certain Asset Retirement Obligations.
This statement is effective for periods beginning after June 15, 2018. Management is
currently evaluating the impact of the adoption of this statement on the District’s financial
statements.

In January 2017, the GASB issued Statement 84, Fiduciary Activilies. This staternent is
effective for periods beginning after December 15, 2018. Management is currently evaluating
the impact of the adoption of this statement on the District’s financial statements.

In March 2017, the GASB issued Statement 85, Omnibus 2017. This statement is effective
for periods beginning after June 15, 2017. Management is currently evaluating the impact of
the adoption of this statement on the District's financial statements.

In May 2017, the GASB issued Statement 86, Certain Debt Extinguishment Issues. This

statement is effective for periods beginning after June 15, 2017. Management is currently
evaluating the impact of the adoption of this statement on the District’s financial statements.

{Continued next page)
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MEADE COUNTY WATER DISTRICT

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2016

NOTE 2 - DEPOSITS

Custodial Credit Risk—Deposits. Custodial credit risk is the risk that in the event of a bank failure, the District’s
deposits may not be returned or that the District will not be able to recover collateral securities in the
possession of an outside party. As of December 31, 2016 $156,625 of the District’s bank balance of $656,625
was exposed to custodial credit risk. At December 31, 2016, $-0- of the amount exposed to custodial risk were

not collateralized. The remaining amount was collateralized by securities held by the pledging financial
institution.

NOTE 3 - RESTRICTED CASH

The District has restricted cash and certificates of deposit for debt service and construction. The following
schedule represents restricted cash at December 31, 2016:

Restricted For December 31, 2016
Customer Deposits 20,839
Debt Senice 188,273
Resere & Depreciation 65,654

3 274,766

(Continued next page)
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MEADE COUNTY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2016

NOTE 4 - CAPITAL ASSETS

Capital assets are recorded at cost. Capital asset costs and accumulated depreciation at December 31,
20186, is summarized as follows:

Balance Additions/ Retirements/ Balance
12/31/2015 Reclassifications Reclassifications  12/31/2016

Non-depreciable assels:

Land and land rights 3 75,043 $ - $ - $ 75043
Depreciable assets:
Structures and improvements 5,791,288 - (3,091,684) 2,699,604
Wells and springs 10,000 - - 10,000
Pumping equipment 592,374 - - 592,374
Water treatment equipment - - - -
Standpipes and tanks - - - -
Transmission and distribution mains 10,485,056 3,121,491 - 13,606,547
Senices 63,127 - - 63,127
Hydrants 26,694 - - 26,694
Office fumiture and fixtures 250,488 - - 250,488
Transportation equipment 226,073 30,184 (19,994) 236,263
Tool and shop equipment 97,586 5,655 - 103,241
Power equipment 130,135 - - 130,135
Meters & installation 2,144,675 113,710 - 2,258,385
Total capital assets being depreciated 19,817,496 3,271,040 (3,111,678) 19,976,858
Less accumulated depreciation for:
Structures and improvements (1.289,352) (67,312) 338,875 {1,017,789)
Wells and springs (7,833) {(278) - {8,111}
Electric pumping equipment (467,148) (22,056) - (489,204)
Water Treatment Equipment - - - -
Standpipes and tanks - - - -
Transmission and distribution mains (3,574,594) (678,891) - (4,253,485)
Senices (45,372) (1,710} - (47,082)
Hydrants (15,206) (667) - (15,873)
Office fumiture and fixtures (180,902) (18,012) - (198,914)
Transportation equipment (209,335) (8,316) 19,994 (197,657)
Tool and shop equipment (89,582) (1,988) - (91,570)
Power equipment (128,994) {740) - (129,734)
Meters & Installation {513,771) (58,735) - (572,506)
Total accumulated depreciation (6,522,089} (858,705) 358,869 (7,021,925)
Total capital assets being depreciated, net 13,295,407 2,412,335 (2,752,809) 12,954,933
Capital assetls, nat $13,370,450 $ 2,412,335 §  (2,752,809) $13,029,976

During the year ended December 31, 2016, the District capitalized $-0- of interest.

(Continued next page)
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MEADE COUNTY WATER DISTRICT

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2016

NOTE 5 - LONG-TERM OBLIGATIONS

The construction cost of the District's water facilities have been financed by issuance of revenue bonds
and notes payable authorized under Kentucky Revised Statutes. All assets of the District are pledged as
collateral for these bonds. Bond maturities and Sinking Fund requirements in each of the next five years
and in subsequent five year increments are as follows:

Notes and Bonds Payable Sinking Fund

Year Principal Interest Requirements
2017 $ 136,940 $ 169,856 $ 306,796
2018 141,616 166,124 307,740
2018 149,843 163,167 313,010
2020 156,121 159,844 315,965
2021 162,954 156,312 319,266
2022-2026 666,241 568,935 1,235,176
2027-2031 496,062 358,964 855,026
2032-2036 324,500 272,082 596,582
2037-2041 370,500 202,795 573,295
2042-2046 464,000 116,593 580,593
2047-2049 327,000 20,398 347,398
Total $ 3,395,777 $ 2,355,070 $ 5,750,847
Changes in long-term obligations during the year ended December 31, 2016 were:

Due
Balance Balance Within

12/31/2015 Additions Reductions 12/31/2016 One Year

Bonds and notes payable:

Revenue Bonds Payable $ 2748000 % - $ (78,000y $ 2,670,000 $ 81,500
Notes Payable 809,580 - (83,813) 725,777 55,440
Unamortized Issuance Costs (6,767) - 966 {5,801) {966)
Total $ 3,550,823 § - $ (160,847) $ 3,389,976 § 135,974

Information relating to the outstanding bond and notes is summarized below:

Bonds and Notes

Date of Interest Original Amount Payabie Qustanding

Issue Rate of Each Issue December 31, 2016
2001 Bond Series A 508% 3 605,000 § 291,000
1992 Bond Payable 5.00% 415,000 294,000
KIA Bond Payable 4.68% 165,000 55,000
KIA Note Payable 3.00% 394,760 186,561
KIA Note Payable 3.00% 753,447 539,216
USDA Bond Payable 4.13% 2,150,000 2,030,000

{Continued next page)
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MEADE COUNTY WATER DISTRICT

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2016

NOTE 6 - RETIREMENT PLAN

Plan Description
The District participates in the County Employees’ Retirement System (CERS), a component unit of the

Commonwealth of Kentucky which is a cost-sharing multiple-employer defined benefit plan. CERS
provides retirement and disability benefits, annual cost-of-living adjustments, and death benefits to plan
members and beneficiaries. Under the provisions of KRS Section 61.645, the Board of Trustees of
Kentucky Retirement Systems (KERS) administers the CERS. The CERS issues a publicly available
financial reports that include financial statements and required supplementary information. CERS' report
may be obtained at www.kyret.ky.gov.

Benefits Provided

The system provides for retirement, disability, and death benefits to system members. Retirement
benefits may be extended to beneficiaries of members under certain circumstances. Prior to July 1, 2009,
cost-of-living adjustments (COLA) were provided annually equal to the percentage increase in the annual
average of the consumer price index for all urban consumers for the most recent calendar year, not to
exceed 5% in any plan year. On July 1, 2013, the COLA was not granted. Effective July 1, 2009, and on
July 1 of each year thereafter through June 30, 2014, the COLA is limited to 1.5% provided the recipient
has been receiving a benefit for at least 12 months prior to the effective date of the COLA. If the recipient
has been receiving a benefit for less than 12 months prior to the effective date of the COLA, the increase
shall be reduced on a pro-rata basis for each month the recipient has not been receiving benefits in the
12 months preceding the effective date of the COLA. The Kentucky General Assembly reserves the right
to suspend or reduce the COLA if, in its judgment, the welfare of the Commonwealth so demands. No
COLA has been granted since July 1, 2011.

Contributions

For the calendar year ended December 31, 2016, plan members who began participating prior to
September 1, 2008, were required to contribute 5% of their annual creditable compensation. Participating
employers were required to contribute at an actuarially determined rate. Per Kentucky Revised Statute
Section 78.545(33), normal contribution and past service contribution rates shall be determined by the
Board on the basis of an annual valuation last preceding July 1 of a new biennium. The Board may
amend contribution rates as of the first day of July of the second year of a biennium, if it is determined on
the basis of a subsequent actuarial valuation that amended contribution rates are necessary to satisfy
requirements determined in accordance with actuarial bases adopted by the Board. The District's
contractually required contribution rate for the calendar year ended December 31, 2016, was 12.42
percent of creditable compensation from January 1 to June 30 and 13.95 percent of creditable
compensation from July 1 to December 31. The District's contractually required contribution rate for the
calendar year ended December 31, 2015, was 12.75 percent of creditable compensation from January 1
to June 30 and 12.42 percent of creditable compensation from July 1 to December 31. Contributions to
the pension plan for the years ended December 31, 2016 from the District were $74,013.

Pension Liabilities, Pension Expense, and Deferred Qutflows of Resources and Deferred Inflows of

Resources Related to Pensions

At December 31, 2016, the District reported a liability of $899,077 for its proportionate share of the net
pension liability. The net pension liability was measured as of June 30, 2016, and the total pension liability
used to calculate the net pension liability was determined by an actuarial valuation as of that date, The
District's proportion of the net pension liability was based on a projection of the District's long-term share
of contributions to the pension plan relative to the projected contributions of all, actuarially determined. At
June 30, 2016, the District's proportion was 0.018260 percent, which was an increase of .000154 percent
from its proportion measured as of June 30, 2015.

{Continued next page)
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MEADE COUNTY WATER DISTRICT

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2016
NOTE 6 ~ RETIREMENT PLAN (CONTINUED}

For the year ended December 31, 2016, the District recognized pension expense of $74,013. At
December 31, 2016, the District reporied its proportionate share of the CERS deferred outflows of
resources and deferred inflows of resources related to pensions from the following sources:

Amounts reported as deferred outflows of resources related to pensions will be recognized in pension
expense as follows;

Deferred Deferred
Qutflows Inflows
of Resources of Resources
Differences between expected and actual economic experience 3 3925 § -
Changes in actuarial assumptions 47,629 -
Difference between projected and actual investment eamings 84,522 -
Changes in proportionate share of contributions 14,637 -

$ 150,713 & E

Amounts reported as deferred outflows of resources related to pensions will be recognized in pension
expense as follows:

Year Pension

Ending Expense

December 31 Amount
2017 3 36,372
2018 36,372
2018 36,372
2020 24,692
2021 16,905
3 160,713

The total pension liability in the June 30, 2016 actuarial valuation using standard roll-forward techniques
was determined using the following actuarial assumptions, applied to all periods included in the
measurement:

Inflation 3.25 percent
Salary increases 4.0 percent, average, including inflation
Investment rate of return 7.50 percent, net of pension plan investment expense,

including inflation

{Continued next page)
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MEADE COUNTY WATER DISTRICT

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2016

NOTE 6 — RETIREMENT PLAN {(CONTINUED)

The mortality table used for active members is RP-2000 Combined Mortality Table projected with Scale BB to
2013 (muitiplied by 50% for males and 30% for females). For healthy retired members and beneficiaries, the
mortality table used is the RP-2000 Combined Mortality Table projected with Scale BB to 2013 (setback for
one year for females). For disabled members, the RP-2000 Combined Disabled Mortality Table projected with
Scale BB to 2013 (set back four years for males) is used for the period after disability retirement. There is
some margin in the current mortality tables for possible future improvement in mortality rates and that margin
will be reviewed again when the next experience investigation is conducted.

The actuarial assumptions used in the June 30, 2016 valuation were based on the results of an actuarial
experience study for the period July 1, 2008 — June 30, 2013.

The long-term expected return on plan assets is reviewed as part of the regular experience studies prepared
every five years for the Systems. The most recent analysis, performed for the period covering fiscal years
2008 through 2013, is outlined in a report dated April 30, 2014. Several factors are considered in evaluating
the long-term historical data, estimates inherent in current market data, and a log-normal distribution analysis
in which best-estimate ranges of expected future real rates of return (expected return, net of investment
expense and inflation) were developed by the investment consultant for each major asset class. These
ranges were combined to produce the long-term expected rate of return by weighting the expected future real
rates of return by the target asset allocation percentage and then adding expected inflation. The capital
market assumptions developed by the investment consultant are intended for use over a 10-year horizon and
may not be useful in setting the long-term rate of return for funding pension plans which covers a longer
timeframe. The assumption is intended to be a long-term assumption and is not expected to change absent a
significant change in the asset allocation, a change in the inflation assumption, or a fundamental change in
the market that alters expected returns in future years.

Asset Target Long-Term Expected
Class Allocation Real Rate of Retum
Combined Equity 44% 5.40%
Combined Fixed Income 19% 1.50%
Real Retum (Diversified
Inflation Strategies) 10% 3.80%
Real Estate 5% 4.50%
Absolute Retumn (Diversified
Hedge Funds) 10% 4.25%
Private Equity 10% 8.50%
Cash 2% -0.25%
Total &;

Discount Rate

The discount rate used to measure the total pension liability as of the Measurement Date was 7.5%. The
projection of cash flows used to determine the discount rate assumed that contributions from plan
members and employers will be made at statutory contribution rates. Projected inflows from investment
earnings were calculated using the long-term assumed investment return of 7.5%. The long-term
assumed investment rate of return was applied to all periods of projected of benefit payments to
determine the total pension lizbility.

{Continued next page)
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MEADE COUNTY WATER DISTRICT

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2016

NOTE 6 — RETIREMENT PLAN (CONTINUED}
Sensitivity of the District's Proportionate Share of the Net Pension Liability to Changes in the Discount

Rate

The following presents the District's proportionate share of the net pension liability calculated using the
discount rate of 7.5 percent, as well as what the District's proportionate share of the net pension liability
would be if it were calculated using a discount rate that is 1-percentage-point lower (6.5 percent) or 1-
percentage-point higher (8.5 percent) than the current rate:

Pension Plan Fiduciary Net Position

Detailed information about the pension plan's fiduciary net position is available in the separately issued
CERS financial report.

Current
1% Decrease Discount 1% Increase
(6.5%) Rate {(7.5%) (8.5%)
District’s proportionate share of the net pension liablility 1,120,365 899,077 708,344

CERS also provides post-retirement health care coverage as follows:

% paid by % Paid by Member through
Years of Service Insurance Fund Payroll Deduction
20 or more 10 0%
15-19 7 25%
10-14 5 50%
4-9 2 75%
Less than 4 0 100%

As a result of House Bill 290 (2004 General Assembly), medical insurance benefits are calculated
differently for members who began participation on or after July 1, 2003. Once members reach a minimum
vesting period of ten years, non-hazardous employees whose participation began on or after July 1, 2003,
earn ten dollars per month for insurance benefits at retirement for every year of earned service without
regard to a maximum dollar amount.

NOTE 7 - CAPITAL CONTRIBUTIONS

The following schedule details the sources of capital contributions for the years ended December 31,
2016:

Source 2016

Tap fees 70,707

NOTE 8 - RISK MANAGEMENT

The District is exposed to various risks of loss related to torts; theft of, damage to and destruction of
assets; errors and omissions; and natural disasters. The District was insured for workers' compensation,
general liability coverage under a retrospectively rated commercial policy.



REQUIRED SUPPLEMENTARY INFORMATION



19
MEADE COUNTY WATER DISTRICT

SCHEDULE OF THE DISTRICT'S PROPORTIONATE SHARE OF THE CERS NET PENSION LIABILITY
December 31, 2016

Last 10 Years *

2016 2015
Proportion of the net pension liability 0.018260% 0.018106%
Proportionate share of the net pension liability 3 899,077 3 778,456
Covered - employee payroll 3 408,472 3 396,057
Proportionate share of the net pension liability as
percentage of covered payroll 220.1% 196.6%
Plan fiduciary net position as a percentage of the 55.50% 59.97%

total pension liability

* Calendar year 2015 was the first year of implementation, therefore, only two years are shown.
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MEADE COUNTY WATER DISTRICT

SCHEDULE OF CONTRIBUTIONS TO CERS
December 31, 2016

Last 10 Years *

2016 2015
Contractually required contribution (actuarially determined) $ 51,879 $ 54,057
Contribution in relation to the actuarially determined contributions 51,879 54,067
Contribution deficiency (excess) 3 - $ -
Covered employee payroll $ 408,472 § 396,057
Contributions as a percentage of covered employee payroll 12.70% 13.65%

* Calendar year 2016 was the first year of implementation, therefore, only two years are shown.



MEADE COUNTY WATER DISTRICT
NOTES TO REQUIRED SUPPLEMENTARY INFORMATION
FOR THE YEAR ENDED DECEMBER 31, 2016

Changes of benefit terms. There were no changes in benefit terms.

Changes of assumptions. There were noe changes in assumptions.
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MEADE COUNTY WATER DISTRICT

SCHEDULE | - PRINCIPAL AND INTEREST REQUIREMENTS

DECEMBER 31, 2018

2001 SERIES A 1992
BOND PAYABLE BOND PAYABLE
PRINCIPAL INTEREST PRINCIPAL INTEREST
2017 33,000 47,976 11,000 14,862
2018 35,000 48,098 11,000 14,313
2019 38,000 49,081 13,000 13,738
2020 41,000 49,899 13,000 13,088
2021 44,000 50,633 14,000 12,425
2022 47,000 51,290 15,000 11,713
2023 49,000 50,818 16,000 10,095
2024 4,000 4,453 17,000 10,138
2025 18,000 9,275
2026 20,000 8,350
2027 20,000 7,350
2028 22,000 6,325
2029 23,000 5213
2030 25,000 4,038
2031 27,000 2,750
2032 29,000 975
2033
2034
2035
2036
2037
2038
2039
2040
2041
2042
2043
2044
2045
2046
2047
2048
2049

$ 291,000 % 352,248 § 294,000 % 144,648




MEADE COUNTY WATER DISTRICT

SCHEDULE | - PRINCIPAL AND INTEREST REQUIREMENTS

DECEMBER 31, 2016

KIA KIA
BOND PAYABLE NOTE PAYABLE

PRINCIPAL INTEREST PRINCIPAL INTEREST

2017 10,000 2,488 20,963 5,440
2018 10,000 2,013 21,597 4,806
2019 10,000 1,581 22,250 4,154
2020 10,000 1,137 22,922 3,482
2021 10,000 687 23,615 2,789
2022 5,000 23 24,329 2,075
2023 25,064 1,340
2024 25,821 582
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039
2040
2041
2042
2043
2044
2045
2046
2047
2048
2049

$ 55000 § 8,138 $ 186,561 $ 24,668
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MEADE COUNTY WATER DISTRICT

SCHEDULE | - PRINCIPAL AND INTEREST REQUIREMENTS

DECEMBER 31, 2016

KIA 2010 SERIES
NOTE PAYABLE BOND PAYABLE
PRINCIPAL INTEREST PRINCIPAL INTEREST
2017 34,477 15,919 27,500 83,171
2018 35,519 14,878 28,500 82,016
2019 36,593 13,804 30,000 80,809
2020 37,699 12,698 31,500 79,540
2021 38,839 11,558 32,500 78,220
2022 40,012 10,384 34,000 76,849
2023 41,222 9,175 36,000 75,406
2024 42,468 7,930 37,500 73,800
2025 43,751 6,646 39,000 72,311
2026 45,074 5,323 41,000 70,661
2027 46,436 3,961 43,000 68,928
2028 47,840 2,558 45,000 67,114
2029 49,286 1,111 47,000 65,216
2030 49,000 63,236
2031 51,500 61,164
2032 54,000 58,988
2033 56,500 56,709
2034 59,000 54,327
2035 61,500 51,841
2036 64,500 49,242
2037 67,500 46,559
2038 70,500 43,674
2039 74,000 40,694
2040 77,500 37,569
2041 81,000 34,200
2042 84,500 30,885
2043 88,500 27,318
2044 92,500 23,584
2045 97,000 19,225
2046 101,500 15,581
2047 106,000 11,302
2048 111,000 6,827
2049 110,000 2,269

$ 539,216 § 115945  § 2,030,000 % 1,709,424




MEADE COUNTY WATER DISTRICT

SCHEDULE 1l - GENERAL AND ADMINISTRATIVE EXPENSES

YEAR ENDED DECEMBER 31, 2016

Retirement expense

Insurance - health

Auto expense

Office supplies and postage

Payroll expense

Other general and administrative
Insurance - general liability
Professional fees

Insurance - workmens' compensation
Commissioners' salaries

Regulatory commission expense & other taxes
Training

25

74,013
113,059
17,237
9,019
31,538
114,347
19,350
8,460
7,322
30,000
57,238
3,487

485,070



MEADE COUNTY WATER DISTRICT

SCHEDULE Il - ORGANIZATION DATA

DECEMBER 31, 2016

WATER COMMISSIONERS
Douglas Cornett — Chairman
Allen Stivers — Treasurer
Keith Boothe — Secretary
Wesley Prather - Commissioner
Mickey Chism -- Commissioner

ATTORNEY
Skeeters, Bennett, Wilson & Pike

CALENDAR YEAR
January 1 to December 31
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INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Board of Commissioners
Meade County Water District
Brandenburg, Kentucky

We have audited, in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States, the financial statements of the Meade County
Water District, as of and for the year ended December 31, 20186, and have issued our report thereon dated
July 31, 2017.

Internal Control Over Financial Reporting

In ptanning and performing our audit of the financial statements, we considered Meade County Water
District's internal control over financial reporting (internal control) to determine the audit procedures that are
appropriate in the circumstances for the purpose of expressing our opinion on the financial statements, but
not for the purpose of expressing an opinion on the effectiveness of Meade County Water District's internal
control. Accordingly, we do not express an opinion on the effectiveness of Meade County Water District's
internal control.

A deficiency in internal control exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent, or detect and correct
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in
internal control such that there is a reasonable possibility that a material misstatement of the entity’s
financial statements will not be prevented, or detected and corrected on a timely basis. We considered the
deficiencies described in items 2016-001, 2016-002, and 2016-003 in the accompanying schedule of
findings and responses to be material weaknesses.

Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or significant deficiencies and therefore, material weaknesses or significant deficiencies may
exist that were not identified. We did identify a certain deficiency in internal control, described in the
accompanying schedule of findings and responses as items 2016-001, 2016-002 and 2016-003 that we
consider to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Meade County Water District's financial
statements are free of material misstatement, we performed test of its compliance with certain provisions of
laws, regulations, contracts and grant agreements, noncompliance with which could have a direct and
material effect of the determination of financial statement amounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit and accordingly, we do not express such
an opinion. The results of our tests disclosed no instances of noncompliance or other matters that are
required lo be reported under Government Auditing Standards.

2901 RING ROAD EAST. PO. BOX 622 » ELIZABETHTOWN, KY 42702-0622 / PHONE 270-769-6371 * FAX 270-765-7934
120 WEST STEPHEN FOSTER AVENUE. #113 + BARDSTOWN. KY 40004 / PHONE 502-348-1433 * FAX 502-349-6365




Meade County Water District's Response to Findings

Meade County Waler District's response to the findings identified in our audit is described in the
accompanying schedule of findings and responses. Meade County Water District's response was not
subjected to the auditing procedures applied in the audit of the financial statements and, accordingly, we
express no opinion on it.

Purpose of this Report

This report is intended solely to describe the scope of our testing of internal control and compliance and the
results of that testing, and not to provide an opinion on the effectiveness of the District’s internal control or
on compliance. This report is an integral part of an audit performed in accordance with Government
Auditing Standards in considering the entity’s internal control and compliance. Accordingly, this
communication is not suitable for any other purpose.

I, Guts v Gopciatn
Certified Public Accountants
Elizabethtown, Kentucky

July 31, 2017
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MEADE COUNTY WATER DISTRICT
SCHEDULE OF FINDINGS AND RESPONSES
FOR THE YEAR ENDED DECEMBER 31, 2016
REFERENCE NUMBER 2016-001 PREPARATION OF FINANCIAL STATEMENTS

Criteria: The District's management is responsible for establishing and maintaining internal controls over
the application of transactions and the preparation of financial statements.

Condition: The District does not have sufficient controls over the preparation of the financial statements,
including footnotes disclosures.

Cause: The District has financial personnel with limited financial reporting experience.

Effect: The design of the internal controls over financial reporting limits the ability of the District to provide
accurate financial information.

Recommendation: We recommend District management and financial personnel continue to increase
their awareness and knowledge of all procedures and processes involved in preparing financial
statements.

Management Response: The District has made strides in this area and is continuously working to obtain
the goal of current personnel being able to adequately prepare the financial statements.

REFERENCE NUMBER 2016-002 FINANCIAL STATEMENT PRESENTATION

Criteria: The District's management is responsible for establishing and maintaining internal controls over
the application of transactions and the preparation of financial statements.

Condition: As part of the audit we noted that generally accepted accounting principles were not always
applied and that material adjustments were not identified by the District’s internal control.

Cause: The District has a limited number of personnel with limited financial reporting experience.

Effect: The design of the internal controls over financial reporting limits the ability of the District to provide
accurate financial information.

Recommendation: We recommend District management and financial personnel increase their awareness
and knowledge of all procedures and processes involved in preparing financial statements and develop
internal control policies to ensure proper financial statement presentation.

Management Response: It would be heneficial to have financial training.
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REFERENCE NUMBER 2016-003 MONITORING OF FINANCIAL RESULTS

Criteria: The District's management is responsible for establishing and maintaining proper monitaring of
financial resuits.

Condition: As part of the audit we noted the District does not use the same account classifications it uses
for recording financial activity.

Cause: The District does not proper setup of budgeting procedures.

Effect: The procedures make it difficult to properly monitor financial results which could lead to
uninformed business decisions.

Recommendation: We recommend the Disfrict review its budgeting procedures including but not limited
reviewing budget tools included in the District's accounting software.

Management Response: Management will review its procedures with the goal of implementing new
procedures before preparing 2018 budget.



